)
i S

_h,__.__e,_m_ sa:_m

Uone[N3IY dourINSUJ
pue [eroueur Jo 39110

“Gonmniiey ssuainml

pua jepuRLL JO SO0

11
2
st



WHO WE ARE
i T R S R R R R

OFIR is a Type I ungQ housed in the Michigan Department of Energy,
Labor and Economic Growth. (DELEG will become the Department of Licensing and

Regulatory Affairs, or LARA, effective April 24)

OFIR is a fee funded financial service regulator. Industry assessments and
fees pay for our regulatory and consumer assistance activities.
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OFIR MISSION & GOALS

MISSION STATEMENT

The Michigan Office of Financial and Insurance Regulation (OFIR) grows Michigan by
creating a regulatory climate that promotes consumer protection and education and
ensures the financial services industries are safe, sound, and entitled to the public trust.

GOALS

Educate, empower, and protect consumers.

Ensure institutional solvency, safety and soundness, while maintaining a regulatory
environment that fosters a competitive financial services industry.

Foster public confidence in the industries, institutions, and individuals coming under
our purview.

Ensure that industries, institutions, and individuals comply with applicable laws and
rules.

Work to make health care coverage more accessible and affordable.
Develop, empower, and retain a 21st century workforce.
Make home and auto insurance coverage more accessible and affordable
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OFIR Works for Michigan Consumers
e e Vi L et

OFIR provides consumer assistance,  Last year OFIR staff

conducts investigations and takes

helped consumers recover
enforcement actions for the benefit

$27 million:

of Michigan consumers.

$8 million related to insurance and securities matters

= e
gt % $19 million involved mortgage and banking products
{ ¥4 ﬂnu,
“ R O .,_.._.H 2010 Complaint Volume
.. +
The OFIR Communication Center responds 100,000+ consumer calls last year
to approximately 12,000 calls per month 3,000+ complaints resolved

from Michigan consumers.
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State Based Insurance Regulation

e Long history — States formed the NAIC in the 1870’s
e NAIC Accreditation Program

— Minimum set of uniform laws & regulatory framework

~ Effective regulation of industry — analysis / exam programs
— Adequate staffing / training

e State Legislators & State Regulators
e Why care?
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[ J ®
Insurance Modernization Efforts
e Producer Licensing
—  National Insurance Producer Registry
— 47 states are certified as reciprocal under GLBA
—  Pursuing greater uniformity
e System for Electronic Rate and Form Filing (SERFF)
- In 2008 over 550,000 filings were processed using SERFF; over 2800 insurers use SERFF
—Itis estimated that 90% of all filings are filed through SERFF;
- Q><Q.mmm filing turnaround time for L&H filings is under 42 days; for P&C filings under 35
ays;
e Interstate compact for regulation of life and annuity products

-~ 35 states

_ more than 50 uniform standards in the individual life and annuity product lines, providing
greater flexibility to companies in their product filing options.

e Market conduct
~  Market analysis
~ Interstate collaboration — the market actions working group (MAWG)
e Solvency Analysis
—  Detailed analysis of insurer financial condition
\— o ~  Interstate collaboration — financial analysis working group (FAWG)



2%

Hoday 301n0say usunieda(] saueInsu 6007 DIVN

"600C ur dwnoA wnfwaad [[B13A0 Ul 0 poyuet UBSIPI o

(ownjoA wnrwaid voryiq 16$) TLTL6S TOV'ISS Jel0], e
785°99¢€°8¢ $ PYHO IV e

0CL'89YSIT  $ OPLL o

o6 TSY Iy  $ [EUIo)EL] e

098°COL6TILLS I[eeH e

8YS'CLETREELS  Aense)/hodoig e

919°62T¥61°0T$ UHEOH/RJIT @

(6007) Joansuf Jo odA T, Aq ownjo A wWNIwaIg

JWIN[0 A WINIWALJ UBSIYIIJA]



Recent Premium Volume
2006-2009

e 2006- $50,145,860,105
e 2007-$51,371,145,986
e 2008- $50,998,104,902
e 2009- $51,402,597,272

NAIC 2009 Insurance Department Resource Report

12
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GET SMART ABOUT INSURANCE

The Basics
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Types of Insurance
R G
e Property & Oumzm:% insurance

Insurance on homes, cars, and businesses.

~ Property insurance- protects a person or business with an interest in physical
property against its loss or the loss of its income-producing abilities.

—Casualty insurance- mainly protects a person or business against legal liability
for losses caused by injury to other people or damage to the property of others.

e Property and casualty insurance deals with life’s uncertainties through the concept of
indemnification. Through indemnification, an individual is restored to the same
position or financial condition that existed prior to the loss, but does not permit the
person to profit from the loss.

16
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Types of Insurance
Health Insurance

e Types of plans

~  Major medical plans e Additional coverage options,
e Indemnity — Disability
Preferred i rganizat
° o) provider organization _ Fosm.-ﬁmﬁs care
e Health maintenance organization - Medicare supplemental
(HMO) e Non-insurance options
- Limited benefit plans — Discount plans

e Provide coverage for particular
health care setting,
ailment or disease, e.g.
— Basic hospital expense coverage
—~ Accident only coverage

18
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Auto Insurance Basics

A basic Michigan no-fault policy contains the following mandatory components:

Personal Injury Protection (PIP) —

Unlimited medical benefits including rehabilitation, vocational training services
Wage loss up to a maximum of $4,948 per month for up to three years
Survivor’s benefits

Replacement services up to $20 per day

Property Protection Insurance (PPI)

Up to $1 million for damage your car does in Michigan to other people’s property (e.g. buildings, fences, parked vehicles).

Residual Liability Insurance — Bodily Injury and Property Damage (Bl/PD)

When can a driver be sued?
~ If you cause an accident in Michigan in which someone is killed or seriously injured
_ You're in an accident in Michigan with a non-resident occupant of a motor vehicle not registered in Michigan
~  If you are involved in an accident in a state other than Michigan

- For up to $500 in damages to another person’s car, which is not covered by insurance, if you are 50% or more at fault
in the accident (mini tort)

Minimum required BI/PD coverage limits are:

~ Up to $20,000 for a person who is hurt or killed in an accident

- Up to $40,000 for each accident if several people are hurt or killed
~ Up to $10,000 for property damage in another state
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Home Insurance

Types of Coverage

Dwelling
Protects against loss of the dwelling structure

Appurtenant Structures

Other structures on the property, such as a
detached garage

Contents-Personal Property

Protects against loss to personal property in
amounts which vary, depending on the
policy form. Covered loss of personal
property is usually settled on an actual cash
value basis. However, many companies now
offer replacement cost on personal property

Contents - Off-Premises Losses

Protection against loss to personal property
while away from the premises, such as
property left in a car or hotel room.

Special Items

There are special limits on coverage for
certain items such as money, jewelry,
computers, or furs.
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Home Insurance

e Flood insurance
NOT included in home owner’s/renters policies.

Available through the National Flood Insurance Program
(NFIP)

24
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Other Key Pieces in the Michigan
Insurance Puzzle

e Michigan Basic (FAIR plan)
Property residual facility

The Michigan Basic Property Insurance Association is a non-profit non-governmental
association formed by the Legislature in 1968 to provide home insurance to Michigan
consumers who cannot obtain coverage from private insurers. It will accept most people who
pay the premium that it charges; however Chapter 29 of the Michigan Code allows it to refuse
certain applicants based on their risk background. A person who is statutorily eligible for

.

coverage with private insurers can also obtain coverage with the Michigan Basic.
e Guarantee Funds

Cover claims of insolvent traditional insurers
e Funded by industry assessments (generating state tax credits for insurers)

BCBSM, HMO’s, MEWA’s, PEPP’s. etc... are not covered by guarantee funds

e Michigan Auto Theft Prevention Authority — State Police

$1 per policy surcharge funds anti-theft efforts
Engages in grant making for local law enforcement efforts across Michigan

26
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28

e Michigan Workers’ Compensation Placement Facility (MWCPF)
Workers’ compensation residual facility

The MWCPF is a non-profit non-governmental association
formed by the Legislature in 1982 to provide workers’ comp
insurance to Michigan employers that cannot obtain coverage
from private insurers. However, it will accept any employer that
pays the premium that it charges. It is managed by the Data
Collection Agency (DCA), which is also a non-profit non-
governmental association formed by the Legislature in 1982 to

“collect classification plan data from every insurer writing comp in
Michigan in order to develop advisory pure premium rates that
insurers can choose to use as the underlying basis for their rate
development.
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Rate & Form Review in Michigan
T R SR ST R

Rate Form

Rate Review Review

Review Form Review Review Method Standards Standards

Yes-All Rate

Ratios
Commercial | (50%-65%
Individual Minimum Yes All Forms | Prior Approval — 500.3474
Health Loss Ratio) 30 Days R 500.801 et al Chapters 20, 22, and 34
Commercial Prior Approval — Chapters 20, 22, and
Group 30 Days 36 (34)
Health No Yes All Forms N/A
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Rate & Form Review in Michigan

Rate Form
Rate Review Review
Review | Form Review | Review Method Standards Standards
Long Term Yes All | Yes All File & Use for Rates — 500.3926 Chapter 39
Care Rates Forms 30 Days 500.3926a
500.3927
Prior Approval for Forms —
30 Days
Commercial No Yes All Prior Approval — 30 Days N/A Chapters 20, 22, 40,
Annuities Forms and 41
Group and R 500.628-629
Individual
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ate & Form

Review in Michigan

Rate Form
Rate Form Review Review Review
Review Review Method Standards Standards
MCL 500.2236,
Rates and rules can only be “File and Use” because there MCL 500.2109 500.2236(8)(e);
is no waiting period before filing becomes effective under MCL 500.2110a | Order No.
Non-Group 500.2108. MCL 500.2111 10005-M;
Rated MCL 500.2118 Chapter 22, 30,
Automobile Forms can only be submitted “Prior Approval” and have a MCL 500.2119 31, and 32
Insurance Yes Yes 30 day waiting period. MCL 500.2120 Generally.
Group Rated Forms can only be submitted “Prior Approval” and have a
Personal 30 day waiting period.
Auto, 15 day waiting period, extendable by Commissioner for 1
MCL 500.2129 additional period not to exceed 15 days. MCL 500.2103 MCL 500.2236,
Exempt No alternative filing method available. MCL 500.2105 500.2236(8)(e);
Company, and | Yes, except Yes, except 2129 Exempt Company and Commercial Auto Programs MCL 500.2403 Order No. 10-
Commercial for exempt for exempt could utilize Alternative filings under 500.2430 subject to MCL 500.2603 005-M; Chapter
Auto commercial commercial Commissioner's review within 15 days of rate filing 22,30,31, and
programs policyholders. | policyholders. (500.2430) 32, Generally.
Rates and rules can only be “File and Use” because there
is no waiting period before filing becomes effective under MCL 500.2236,
Yes, except 500.2406(4). 500.2236(8)(e);
Worker's For exempt Order No. 10-
Compensation Commercial Forms can only be submitted “Prior Approval” and have a 005-M; Chapter
Insurance Yes policyholders. 30 day waiting period. MCL 500.2403 22 Generally.
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Rate & Form

Review in Michigan

Rate Form
Rate Form Review Review Review
Review Review Method Standards Standards
For rates and rules, insurer can select “Prior Approval” or
“File and Use” method.
Forms can only be submitted “Prior Approval” and have a 30
day waiting period.
15 day waiting period before filing becomes effective for
Yes, Yes, filings under 500.2408 and 500.2608, extendable by MCL 500.2236,
except except Commissioner for additional period not to exceed 15 days. 500.2236(8)(e);
for exempt for exempt 500.2608, 500.2616, 500.2620. Alternative filings under MCL Order No. 10-
Marine commercial commercial 500.2408 and 500.2628 subject to Commissioner's review 500.2603 005-M; Chapter
Insurance policyholders. | policyholders. | within 15 days of rate filing (500.2628). 500.2403 22 Generally.
15 day waiting period before filing becomes effective for
Inland filings under 500.2608, extendable by Commissioner for 1 MCL 500.2236,
Navigation Yes, except Yes, except additional period not to exceed 15 days. 500.2608, 500.2616, 500.2236(8)(¢e);
and for exempt for exempt 500.2620. Alternative filings under 500.2628 subject to Order No. 10-
Transportation commercial commercial Commissioner's review within 15 days of rate filing MCL 005-M; Chapter
Insurance policyholders. | policyholders. | (500.2628). 500.2603 22 Generally.
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Rate Review in Michigan
R L i e

Excessive
A rate shall not be held to be excessive unless the rate is
~ unreasonably high for the insurance coverage provided and

~ areasonable degree of competition does not exist for the insurance to which the
rate is applicable.

Inadequate
A rate shall not be held to be inadequate unless the rate is
~ unreasonably low for the insurance coverage provided and
— the continued use of the rate endangers the solvency of the insurer;
or
_ unless the rate is unreasonably low for the insurance provided and

_  the use of the rate has or will have the effect of destroying competition among
insurers, creating a monopoly, or causing a kind of insurance to be unavailable to
a significant number of applicants who are in good faith entitled to procure that
insurance through ordinary methods
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Regulatory Fundamentals

Kev Regulatory Tools

Uniform laws

Licensure (individual / entity)

Solvency Protection (including Risk-Based Capital -RBC)
Quarterly and annual reporting

Investment Limits

Statutory Accounting Principals (SAP) (conservative, focus on balance sheet and insurer solvency)
Off-site Financial Analysis

On-site Examinations

Rate & Form Review

Market Conduct Analysis & Exams

Complaint Handling

Risk Based Capital

Risk-based capital (RBC) is a method of measuring the minimum amount of capital appropriate for an
insurer to support its overall business operations in consideration of its size and risk profile. It provides
an clastic means of setting the capital requirements in which the degree of risk taken by the insurer is the
primary determinant. The five major categories of risks considered are: affiliated investments, other
investments, underwriting, credit and business.
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Risk—Focused Surveillance Cycle

Examination

Risk-Focused Examination mm<m.3 n:mmm.

Process:

identify Key Functional Activities
Identify/Assess Inherent Risk

Identify & Evaluate Controls

Determine Residual Risk

Establish Procedures and Conduct Exam
Update Supervisory Plan

Exam Report/Management Letter

Priority System

Company Priority Score
Determined By:
Department Analysis and NAIC Financial
Tools:
Scoring System
ATS Results
IRIS Ratios
Exam Results

INSURER

PROFILE
SUMMARY

—:339_\@%8;&_ g.m:mom

Consider Changes to:

NRSRO Ratings
Ownership/Management/Corporate Structure
Business Strategy/Plan

Legal or Regulatory Status

Financial Analysis

E:mzowm_.y:mzw@m Includes:

Risk Assessment Results

Financial Analysis Handbook

Process

Ratio Analysis

Actuarial Analysis

Other Units (Market Regulation, Legal,
etc.)

Update with Internal/External Changes

Supervisory Plan

Develop Ongoing Supervisory Plan
That Includes:

Frequency of Exams

Scope of Exams

Meetings with Company Management
Follow-up on Recommendations
Financial Analysis Monitoring

42



JIoMIwWel [8qO]3 AJSUISBAIOUI UB UT WI)ISAS A101[N301 93838 SUIAjOAY
S9AlleNIU] pnel]-nuy
saulf [euosiad — Ky1[1qepiogy % ssaooy doueinsuj

(4T soney sso [eotpopy -

(SPaJ 10 9118 Aq unu — a3ueyoxy ueSyorN- SWIOJOY 1oNIBI -
$890014 Buruue|q a3ueyoxXy SouBINSU]- [00d Jsty ySiy -
VOVvdd
(.suonmnsur [eroueuy juepodw Aj[eo1walsAs,, - 141S) HOSI -
Old -
Juel{-ppo(d

ey

e e S R R s T T

sotdo 1 10



International Standard Setting
o i e i

International Association of Insurance Supervisors (IAIS)

e Insurance Core Principles
— Peer Review & Self-assessment
_ Financial Sector Assessment Program (FSAP)

_ “Common Framework for Supervision of Internationally Active
Insurance Groups (IAIGs)” - ComFrame

— Joint Forum

_ Organization for Economic Cooperation &
Development (OECD)

— Financial Stability Board

44



Sy

0TLL-6068F TIA ‘Suisuer]
0220€ xog Od
A0 [rew Ag

€68 I\ ‘Suisue]
IS eMENO "M TT9

100} p.Ig ‘Suipying eme))Q iuosadd uy o
ATJO/A0S U ITUr MMAL JUIUIIYP U) e

0TT0-€LE-L1S-I  :ouoyd [edof Suisue| o
| Wr9-666-LLS-1 [0, e

AIHO ONILOVINOD






